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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHVOND, MARCH 3, 2000
COMMONVEALTH OF VIRG NI A, ex rel .

STATE CORPCRATI ON COW SSI ON

V.
MJUTUAL BENEFI TS CORPORATI ON, CASE NO. SEC000005
SAM R GHCSH, CASE NO. SEC000006
DAVI D HARDY, CASE NO. SEC000007
NORMVA HARDY, CASE NO. SEC000008
FRED WOODBURY, CASE NO. SEC000009
GLENN BOLLI NGER, CASE NO. SEC000010
JOHN STANLEY, and CASE NO. SEC000011
JI M EPPS, CASE NO. SEC000012
Def endant s

AMENDED RULE TO SHOW CAUSE

COMES NOW THE Conmi ssion's Division of Securities and
Retail Franchising ("D vision") and alleges as foll ows:

1. Begi nning in February, 1995, Mitual Benefits
Corporation ("MBC'), a viatical settlenent arranger |ocated in
Ft. Lauderdale, Florida, offered and sold viatical settlenent
contracts ("viatical settlenents") to residents of Virginia.

2. Viatical settlenents are investnent contracts and
therefore securities as defined in Virginia Securities Act
("Act"), § 13.1-501 et seq. of the Code of Virginia. See:

Exhi bit A attached hereto and i ncorporated herein by reference.

3. MBC, by and through Samr Ghosh ("CGhosh"), David Hardy

("DHardy"), Norma Hardy ("NHardy"), Fred Wodbury ("Wodbury"),


http://www.state.va.us/scc/contact.htm#General

A enn Bollinger ("Bollinger"), John Stanley ("Stanley"), and Jim
Epps ("Epps") offered and sold viatical settlenments to eighty-
seven (87) residents of Virginia. Attached hereto and
incorporated herein is Exhibit B, a list of the known Virginia
investors. The Division did not make any attenpt to determ ne
the financial status of each investor as that matter is
irrelevant to the issues subject to this Rule to Show Cause.

4. MBC s agents, CGhosh, DHardy, NHardy, Wodbury,
Bol I i nger, Stanley, and Epps were not registered to offer or
sell securities under the agent registration provisions of
§ 13.1-504 A of the Act.

5. MBC transacted business by and through its agents in
this state, without registration as a broker-deal er or issuer in
violation of § 13.1-504 A of the Act.

6. MBC enpl oyed unregi stered agents Ghosh, DHardy,

NHar dy, Wodbury, Bollinger, Stanley, and Epps, to sell viatical
settlenments in this state in violation of 8§ 13.1-504 B of the
Act .

7. MBC and the individual defendants offered and sold
unregi stered securities in this state in violation of §8 13.1-507
of the Act.

8. MBC, by and through its agents, CGhosh, DHardy, NHardy,
Wodbury, Bollinger, Stanley and Epps, provided prospective
purchasers with disclosure materials that were used to obtain

money by nmeans of untrue statenments of material fact and



om ssions to state material facts necessary in order to nmake the
statenents nmade, in the light of the circunstances under which
they were made, not m sleading, in violation of § 13.1-502 of
the Act. Virginia investors received the sane docunents from
t he defendants found in Exhibit A

9. The statenents that were nmade by MBC agents |isted
above and through materials provided to such agents by MBC, to
obtai n noney by neans of untrue statenents and om ssions to
state material facts necessary in order to nake statenents nade,
in light of the circunmstances, not m sleading are as foll ows:

a. Viatical settlenments are "guaranteed" w thout
di scl osure of the factors that woul d affect the investnent
return or disclosure about the acconpanying risks of the
purchase, both of which are material to an investnent decision.

b. Most investors were told that they would get a fixed
rate of return based upon the termof the contract, w thout
di scl osure of the risk that the projected return would not be
paid until the death of the viator. The agents led investors to
believe that at the end of the contract termthey would receive
the contracted dollar anount. Additional information was
provided to investors separate from Exhibit A that further
supports this belief. See Exhibit C, attached hereto and
i ncorporated herein by reference. This is a msrepresentation
and/or om ssion that would materially affect an investnent

deci si on.



C. A few investors (less than 5) were inforned that they
woul d have to wait for the death of the viator, but that the
possibility of |osing noney was very renote and there has never
been a case where the investor |ost noney. Such representation
was m sl eadi ng because MBC and its agents knew or shoul d have
known that the investnment could result in loss of yield due to
paynment of insurance prem uns by investors and a possibility
that principal could be so reduced during the viator's lifetine
that they may | ose any benefit of the investnent. This is a
m srepresentation that would materially affect the investnent
deci si on.

d. No investor was told the effective rate of return on
the investnent. This is an omssion that would materially
affect the investnent deci sion.

e. | nvestors were told that MBC would pay all required
premuns, if it should becone necessary to pay premuns for the
i nsurance policy or policies underlying the viatical settlenent.
The investors were not informed that they m ght have to assune
paynment of the prem unms should MBC be unable or unwilling to
pay. This is an om ssion that would nmaterially affect the
i nvest ment deci si on.

f. | nvestors believed that they were passive and that MBC
woul d handl e everything involved with the purchase, managenent
and control of the investnent. They were not inforned that they

had any options concerning servicing of the viatical settlenents



and relied upon MBC to handle all details. The Purchase
Agreenent did allow for other options, but investors were not
aware of the option, it was never discussed, nor do the
investors recall reading the contract prior to signing it.
| nvestors and agents state that once the investor decided to
purchase a viatical settlenment he or she was to conplete a
purchase agreenment and trust agreenent. Investors were to
forward their funds to MBC s Special Trust Account or the escrow
agent, the law firm of Brinkley, MNerney, Morgan, Solonon &
Tatum  However, funds placed in Special Trust Account were
pl aced in a comercial checking account until MBC | ocated a
viator. Funds placed in the escrow account were placed in an
i nterest bearing account with other investor funds. The
docunents and agreenents provided to investors as shown in
Exhibit A already had MBC and the trustee designated in each of
the docunents. No conpletely blank docunents were provided to
investors. No disclosure was nmade about this investnent which
woul d all ow i nvestors to nmake an infornmed decision. Since no
i nvestor had any know edge or experience wth viatical
settlenments, these are om ssions and m sstatenents that would
materially affect the investnent decision.

g. MBC and its agents did not provide any background or
information to investors about MBC, its track record, its
financial status, or any of the backgrounds of its principals,

om ssions that would materially affect an investnent decision.



| T APPEARI NG that the Division's allegations describe
activities that constitute acts made unlawful by the Act, it is
t her ef or e,

ORDERED t hat MBC, Chosh, DHardy, NHardy, Wodbury,
Bol | i nger, Stanley, and Epps, appear before the State
Corporation Comm ssion, inits Courtroom Second Floor, Tyler
Bui | ding, 1300 East Main Street, Richnond, Virginia at
10:30 a.m on May 23, 2000, and show cause, if any they can, why
they jointly or severally should not be penalized pursuant to
8§ 13.1-521 of the Act, be permanently enjoi ned pursuant to
8§ 13.1-519 of the Act, and be assessed the cost of investigation
pursuant to 8§ 13.1-518 of the Act, on account of the aforesaid
al | eged vi ol ations.

| T I'S FURTHER ORDERED t hat each defendant file on or before
April 3, 2000, an original and fifteen (15) copies of a
responsi ve pleading in which each defendant expressly admts or
denies the allegations contained in the Rule to Show Cause. |If
a defendant denies any of the allegations, that defendant shal
set forth in such responsive pleading a full and cl ear statenent
of all the facts which that defendant is prepared to prove by
conpetent evidence that refute the allegations so denied. Each
def endant shall expressly indicate in such responsive pleading
whet her or not it/they desire and intend to appear and be heard
before the Comm ssion on the schedul ed hearing date. The

responsi ve pleading shall be delivered to the Clerk, State



Cor porati on Comm ssion, Docunent Control Center, P.QO Box 1197,
Ri chnond, Virginia 23218, and shall contain a caption setting
forth the style of this case and its case nunber.

| T I'S FURTHER ORDERED t hat a defendant shall be in default
in the event of failure to tinely file either a responsive
pl eadi ng as set forth above or other appropriate pleading, or in
the event of failure to make an appearance at the hearing. Upon
such default a defendant waives all objections to the
adm ssibility of evidence and may have entered agai nst each a
judgnment by default inposing sone or all of the aforesaid

sancti ons.



